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Annual Report 
1970 


PRESIDENT’S LETTER 


To the Shareholders: 


The dominant issue pervading the Canadian petroleum industry during the year 
under review was the mounting disparity in the demand-supply relationship affecting 
energy fuels across the border in the United States, accentuated by recent unsettling 
events in major oil producing areas abroad. The impact of the developing energy crisis 
in the United States was evidenced by unprecedented demand for Canadian petrcleum 
products and record sales of oil and gas from Canadian fields. Additionally, the frontier 
areas of the Far North, including the Arctic Islands, received significantly greater atten- 
tion from exploration teams representing both major companies and independents. 


The urgent need to find oil and gas to alleviate the increasingly critical United States 
energy shortage is widely regarded as a spur of such overriding economic importance as 
to compel an intensification in the pace of exploratory activity throughout North Amer- 
ica for many years to come. 


Your Company is particularly well positioned to participate in this aggressive, wide- 
ranging oil and gas search through its extensive property interests in western Canada 
and across the roof of North America, stretching from the Alaskan North Slope through 
the Arctic Islands to the Foxe Basin of Canada’s eastern Arctic and on to Nova Scotia. 


United Canso’s strong position in the Arctic Archipelago is represented in major part 
by its substantial leasehold interest in a total of 6,814,000 acres farmed out to Panarctic 
Oils Limited, the industry-Canadian government consortium engaged in a $50 million- 
plus search for hydrocarbons in the Arctic Islands. Of eight wells drilled to date by 
the Panarctic group, two have resulted in what are believed to be major gas discoveries. 
The 1969 Drake Point gas well on Melville Island was succeeded by a second gas dis- 
covery last October on King Christian Island. At last report, this test was blowing wild 
with unconfirmed flow rates said to be ranging as high as 50 million cubic feet per day. 


Exploration under way or scheduled on Company-interest properties in the current 
year includes continued seismic work in the Peel, Snake and Rock River areas of the 
Yukon and Northwest Territories, the drilling presently by Sun Oil Company of a 10,000- 
foot test on the Company’s Bathurst Island acreage in the Arctic Islands, and the pos- 
sible drilling by the Deminex consortium of a test well on United Canso’s Somerset Island 
properties, also in the Arctic. 


Your Company’s exploratory efforts in North America during the past year included 
participation in the drilling of 16 wells, of which one was an oil discovery, two were gas- 
wells, and the others were dry and abandoned. Oil production from the Company’s 
Canadian properties during fiscal 1970 totaled 1,028,519 barrels before deduction of roy- 
alties, up approximately 1% over the prior year’s production. Development drilling resulted 
in the completion of nine new oilwells (1.70 net wells), offsetting production declines 
of older wells. Waterflooding in the Smiley-Dewar field resulted in considerable addi- 
tional recovery. Gas production for the year under review rose about 2% above the prior 
year to approximately 5.9 billion cubic feet. 


In Australia the major accomplishment of the past year was the successful completion 
in the Northern Territory of Palm Valley No. 2, an eight-mile extension test drilled on the 
100-square-mile Palm Valley structure, which achieved recognition as Australia’s largest 
single gaswell upon attaining measured flows of approximately 70 million cubic feet 
per day. Market studies currently in progress seek to explore possible outlets for Palm 
Valley natural gas reserves which, independent consultants advise, are of a considerable 
magnitude. 


Oil search activity during the past year on Company-interest properties in Queens- 
land included the drilling of two exploratory wells, both dry and abandoned. The work 
program in Queensland during the current year entails considerable seismic activity and 
the drilling of a deep test well. This well, Beaver-Allandale No. 1, was drilled to 9,856 
feet and abandoned early in January 1971. 


Through the Company’s participation in Borealis Exploration Limited, mineral ex- 
ploration was carried out during the past year in four sectors encompassing a total of 
2,550,000 acres in the Canadian Arctic. Major iron ore deposits were outlined in two 
sections of Melville Peninsula, in the Northwest Territories, with estimated reserves of 
magnetite iron ore of 8.7 billion tons. A feasibility study has been recommended by 
Borealis’ consultants to determine whether or not the deposits can be profitably exploited. 


Your Company continued to make sound progress through the fiscal year ended 
September 30, 1970. Revenues at $3,064,515 compared favorably with the prior year’s 
total of $2,900,684. Net income, however, reflecting increased writeoffs of costs relating 
to dry holes and abandonments, totaled $290,347, well below the previous year’s net 
income of $442,550. Net income per share based on the average number of shares out- 
standing each year amounted to $.05 for fiscal 1970 versus $.08 for the prior year. 


The confidence of the shareholders and the continued loyal services of all employees 
are gratefully acknowledged and appreciated by the Directors. 


On behalf of the Board, 


Calgary, Alberta og President 


January 25, 1971 


REVIEW OF OPERATIONS 


EXPLORATION 


General 


United Canso’s exploration efforts during the fis- 
cal year ended September 30, 1970 were concen- 
trated on the assessment of new areas which 
appear to hold promise for commercial oil or gas 


FIVE-YEAR SUMMARY 


1969-70 

CORPORATE 
SHALCSLAMENOTIZER » os coos s soon de os 8,000,000 
Shares issued or to be issued ...... 5,698,644 
FINANCIAL 
Revenues after royalties .......... $3,065,000 
Income before depletion, deprecia- 

tion and amortization, writeoffs 

and abandonments ............. 1,523,000 
Net income (loss) .............00- 290,000 
Working capital at year end ....... 8,563,000 
OPERATIONS 
Oilwellsa(met) costs cee or 98.84 
Oil production (before royalties) — 

atrelsaw cece coe. coe 2 1,028,519 
Gaswells'(net) its cscsaettrer 31.54 
Gas production (before royalties) — 

thousand cubic feet ............ 5,897,810 
Gross acreage (including carried in- 

TErest) Moo soto ssi clea a snseos 32,924,846 
Net acreage (including carried in- 

terest ori s dese arcane ses 11,875,249 


accumulation, while continuing evaluation of 
previously-acquired acreage. 


The Company participated in the drilling of 
18 exploratory wells during the year under re- 
view. Of these, one was an oil discovery, three 
were gaswells, and the remaining tests were 
abandoned. In addition, one of the exploratory 
wells drilled this past year by the Panarctic con- 
sortium partially fulfilled its commitment to earn 
an interest in certain of United Canso’s jointly- 
held properties in the Arctic. 


1968-69 1967-68 1966-67 1965-66 
8,000,000 8,000,000 8,000,000 6,000,000 
5,698,628 5,539,847 5,293,843 4,492,311 

$ 2,901,000  $ 2,895,000 $ 2,644,000  $ 2,504,000 
1,474,000 1,222,000 988,000 1,104,000 
443,000 90,000 (45,000) 49,000 
2,898,000 2,479,000 2,063,000 361,000 
100.17 98.94 82.46 85.22 
1,018,169 1,064,624 986,024 919,151 
30.79 30.75 29.91 31.95 
5,786,685 6,173,568 6,659,693 7,163,454 
34,431,380 33,929,640 31,218,624 30,624,088 
12,060,730 9,549,478 9,260,219 9,419,049 


North America 


ALASKA 


The 1970 exploration tempo on Alaska’s North 
Slope ebbed considerably from that of 1969. This 
was due mainly to difficulties in obtaining legis- 
lative approval for construction of the proposed 
trans-Alaska pipeline for the marketing of North 
Slope crude. Recent reports indicate that United 
States authorities now are prepared to have the 
construction proceed with all due diligence be- 
cause of the importance of this new oil source 
from a security standpoint. 


The status of United Canso’s holdings, which 
comprise an interest in prior filing rights on 
957,512 acres on the North Slope, remains to be 
clarified by legislation pending in the United 
States Congress. 


YUKON AND NORTHWEST TERRITORIES 
Peel, Snake and Rock River Areas 


A test well drilled under farmout arrangement 
on United Canso’s jointly-held Peel River block 
failed to reach contract depth and the Company 
and its partner thus retain a full interest in the 
permits. The main objective in this area, the 
Silurian carbonates, was not reached and re- 
mains untested. As reported previously, the Peel 
River permits cover a large anticlinal structure 
and your Company's management views the area 
as having considerable merit. 


There has been a gradual escalation of explor- 
ation interest in this region as well as in the areas 
of the Company’s Rock River permits to the 
northwest and its jointly-held Snake River prop- 
erties to the southeast. It is anticipated that a 
number of seismic programs will be carried out 
in this region during the coming months with 
drilling activity to follow. 


Maunoir Area 


United Canso’s permits, 150 miles northeast of 
Norman Wells, cover a number of anticlinal 
structures which are geologically interesting. A 


test well, drilled recently by a major oil com- 
pany at a location slightly more than one mile 
from Company-interest land on a structure 
trending through one of United Canso’s permits, 
encountered a relatively thick stratigraphic sec- 
tion which yielded oil and gas shows. Based on 
the results of this well, the prospectiveness of 
your Company’s permits in this area has been 
considerably upgraded. 


Several geophysical programs of other com- 
panies in the Maunoir area are expected to lead 
to the drilling of additional stratigraphic tests. 


Arrowhead Area 


A major oil company during the past year carried 
out exploration on a part of United Canso’s 
acreage in the Arrowhead area in the extreme 
southwestern region of the District of Mackenzie. 
The program included the drilling of one 
Mississippian test, which was abandoned, and 
the acquisition of seismic data to help delineate 
possible future drilling targets. 


The area immediately north of Arrowhead was 
the site of intense exploratory activity last winter. 
More than 20 wells were drilled by various oper- 
ators to evaluate a series of Middle Devonian 
pinnacle reefs mapped by seismic work. Though 
apparent reef traps were found, no hydrocarbon 
discoveries were made. Further exploration in 
the Arrowhead area is expected in coming 
months. 


ARCTIC ISLANDS 

The Canadian Arctic Islands (see map, page 5) 
held a major portion of the exploration spotlight 
during 1970. Panarctic, the industry-government 
consortium which holds all of United Canso’s 
Arctic Islands acreage under farmout arrange- 
ments, continued its extensive evaluation pro- 
gram. Highlights of the Panarctic program 
included the completion of two tests on Melville 
Island, the successful taming of the Drake Point 
wild gaswell, and the completion of a test of 
the large Hoodoo Dome structure on Ellef 
Ringnes Island. 
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UNITED CANSO OIL & GAS LTD. 


Company-interest properties included in Panarctic Agreements 


Islands Gross Acres 


Bathhurst, etc. 


(Domex) ...... 4,030,303 
Somerset ......... 1,720,780 
Devon, Axel Hei- 

berg oes ie, ens 1,062,947 

6,814,030 


% 


Net Acres 


11.9164 480,267 


100 


100 


1,720,780 


1,062,947 


8,263,994 


Panarctic Drilling 
Obligations 


Two or three tests, totaling 18,000 feet 


in depth 


One 6,000-foot test 


Interests to be retained by the Company 


Bathhurst, etc. (Domex) .......... 
Somerset (2: tka ot ties tea ees 
Devon, Axel Heiberg .............. 


Maximum(1) 
% Working 
Interest Net Acres 
5.660 228,127 
83.333 573,593 
TEASER) 779,494 
23.205 1,581,214 


Minimum(1) 

% Working ’ 
Interest Net Acres 
2.979 120,067 

33.3833 573,593 
20.000( 4) 212,589 
13.300 906,249 


(1) Depending on Panarctic’s actual expenditures in the entire Arctic Islands program, it can 
earn from a 52.5% to 75% working interest in the Domex properties and from a 2674% to 80% working in- 
terest in the Devon and Axel Heiberg properties. 


(2) The Somerset Island properties are divided into two blocks, each separately convertible to 
a 25% carried interest or a 44% overriding royalty interest. 


(3) Convertible to a 30% carried interest or 7% overriding royalty interest. 


(4) Convertible to a 15% carried interest or 4% overriding royalty interest. 


More recently, Panarctic’s test well on King 
Christian Island, off the southwestern tip of Ellef 
Ringnes Island, blew out and caught fire after 
drilling to a depth of slightly more than 2,000 
feet, resulting in the destruction of the drilling 
rig. The flow of gas has been estimated at rates 
as high as 50 million cubic feet per day and the 
well presently is burning out of control. A new 
rig has been moved in and a relief hole is being 
drilled in an attempt to regain control of the wild 
well. 


Panarctic also has located a wildcat on Amund 
Ringnes Island, 20 miles southeast of a 75,972- 
acre block in which United Canso has an ap- 
proximate 12% net interest. This well, Central 
Dome H-40, is situated on a large anticline simi- 
lar in many respects to the King Christian Island 
feature. The test is scheduled to drill to a depth 
of 11,000 feet and on January 25, 1971 was drill- 
ing below 4,177 feet. 


In addition to Panarctic’s projects, several 
other companies are involved in Arctic Islands 
exploration at the present time. Two programs 
are of particular interest to United Canso’s 
shareholders. In the first of these, Panarctic’s 
drilling commitments to United Canso and part- 
ners on Bathurst and Prince of Wales Islands 
were farmed out to King Resources, which sub- 
sequently re-farmed them to Sun Oil. Sun is 
currently drilling a 10,000-foot test on United 
Canso’s Bathurst permits at Allison River in the 
extreme southeastern part of the island. Lower 
Paleozoic reefs constitute the primary oil target. 


In addition to the Sun-Panarctic sub-farmout, 
Deminex, a consortium comprising German oil 
companies and the West German government, 
is negotiating a farmout from Panarctic in which 
it will undertake to drill certain of Panarctic’s 
obligation wells in return for interests in both 
the Sverdrup Basin and the more southerly 
Arctic Islands. One of these wells, located on 
United Canso’s Somerset Island properties, is 
tentatively scheduled for drilling in the autumn 
of 1971. 


NOVA SCOTIA 


East coast offshore areas have been receiving 
considerable attention from major companies 
during the past year. Seismic and drilling activity 
is high and will probably remain so for the im- 
mediate future. Nearby major market areas in 
both eastern Canada and the United States offer 
attractive incentives for the high capital invest- 
ment required for offshore operations. 


United Canso holds a 25% interest in permits 
covering 310,217 acres offshore Nova Scotia. 
These lands are adjacent to Federal acreage 
which is being held for future posting. 


Shell Oil Canada has drilled several wells 
southeast of Company-interest lands. All infor- 
mation concerning these Shell tests is being held 
confidential. Exploration is continuing in the 
region and drilling programs by companies other 
than Shell can be expected to follow. 


ALBERTA 
Fallentimber 


United Canso has a 7% interest in 24,200 acres 
in the Fallentimber area of southwestern 
Alberta. This acreage is situated within a deep 
basin that offers possible Upper Devonian reef 
potential. Gas productive reefs are located to 
the north and to the east. Very recently a deep 
test was drilled one-half mile north of Company- 
interest lands. The results of this venture should 
assist significantly in evaluating the Company’s 
acreage for its Devonian potential. 


Wainwright 


The Company has entered into an agreement 
with Tipperary Land & Exploration Corporation, 
whereby Tipperary can earn varying interests 
in up to 12 sections of United Canso acreage in 
the Wainwright area of east-central Alberta by 
drilling three exploratory wells at no cost to the 
Company. The first well in this program was 
drilled shortly after the end of the fiscal year 
and resulted in a gas discovery. Evaluation tests 


are currently being conducted on a second well, of 9,805 feet and earned the Company a 5% inter- 
and further drilling to outline the extent of the est in 21,640 acres. 

pool is expected to be carried out immediately. 

A major gas transmission line is located 14 miles SASKATCHEWAN 

west of the new discovery and is a potential 
market outlet if sufficient reserves can be estab- 
lished to justify construction of a lateral pipeline. 


East Instow 


United Canso, together with a partner, recently 
purchased a 3,840-acre drilling reservation in the 
Instow area of southwestern Saskatchewan. Ju- 


Job Creek rassic sands constitute the primary objective in 
The Company and its partners completed the this locality and a number of oil fields are in close 
drilling of a deep test of a large structure at Job proximity to the newly-acquired acreage. A wild- 


Creek adjacent to Jasper National Park during cat test of this prospect is scheduled for drilling 
March 1970. This test was abandoned at a depth early in 1971. 
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During fiscal 1970 three wells were drilled on 
or immediately adjacent to the Company’s lease- 
hold interests in the Powder River Basin (see 
map, page 8). One venture, Texaco Government 
United Western No. 1, was completed as a mar- 
ginal oilwell from the Muddy Sandstone. The 
remaining two wells were dry and abandoned. 


Australia 


NORTHERN TERRITORY 


The Company’s exploratory program in Australia 
during the past year was highlighted by the drill- 
ing of Palm Valley No. 2, a stepout eight miles 
to the west of the Palm Valley discovery well 
(see map, page 10). Drilled on the crest of the 
100-square-mile Palm Valley structure, this step- 
out well, which was drilling ahead at the time of 
last year’s report, entered the objective Pacoota 
section on February 3, 1970. 


The flow of gas, which had reached 3.8 million 
cubic feet per day while drilling proceeded 
through the Stairway formation, increased to the 
measured rate of 69.7 million cubic feet when 
the top of the Pacoota was penetrated at a depth 
of 6,559 feet, thereby ranking Palm Valley No. 2 
as Australia’s largest single gaswell. 


Subsequently, an independent oil and gas en- 
gineering firm in the United States engaged to 
evaluate production tests of the stepout well 
advised that Palm Valley No. 2 is “in communi- 
cation with an extensive gas reservoir.” The pos- 
sibility that Palm Valley gas might be used by 
International Nickel Company of Canada Lim- 
ited (INCO) for ore beneficiation purposes at 
the Wingellina nickel project led to studies by 
the same United States firm of Palm Valley’s 
natural gas reserves. This firm later adjudged 
the field’s reserves to be more than adequate to 
supply Wingellina’s estimated requirements of 


60 million cubic feet of gas per day over a period 
of 20 years. Although INCO’s plans for the de- 
velopment of the Wingellina deposits were 
abandoned, developmental plans by others are 
under consideration. 


The vast size of the Palm Valley structure and 
the estimated 1,000-foot thickness of the Pacoota 
producing formation suggest that the field’s re- 
serves are quite sufficient to supply a number of 
commercial projects that may be developed with- 
in a reasonable pipeline distance. Market studies 
to this end already are in progress. 


A refinery at Alice Springs utilizing crude oil 
from the nearby Mereenie field constitutes 
another marketing possibility under active study 
by the Company and other Mereenie interest- 
holders. Central Australia, while experiencing 
increasing commercial and industrial develop- 
ment, nevertheless remains completely depen- 
dent for its fuel requirements on petroleum sup- 
plies shipped by truck and rail from coastal ports. 
It is hoped that the continuing efforts by United 
Canso and its partners with respect to the re- 
finery project will result in plans for the con- 
struction of central Australia’s first refinery. 


QUEENSLAND 


Exploratory activity during the past year on 
Authority to Prospect 138-P, comprising about 
4.314.000 acres in the northeastern portion of 
the Great Artesian Basin, was carried forward 
by Beaver Exploration Australia N.L. and Pexa 
Oil N.L. pursuant to an exploration agreement 
reviewed in last year’s report. Under the agree- 
ment, Beaver and Pexa may earn a 50% interest 
in the permit, which is held jointly by United 
Canso and its partners and Topco-Calasiatic, by 
conducting seismic and drilling operations over 
a three-year period. 


The Beaver-Pexa team this past year com- 
pleted approximately 200 line-miles of seismic 
work and drilled two exploratory wells, neither 
of which resulted in a discovery. A deep test 


well, which substituted for two medium depth 
wells outlined in the original agreement, subse- 
quently was drilled to 9,856 feet and abandoned 
in January 1971. 


MINERAL EXPLORATION 


Canada 


As outlined in last year’s Annual Report, the 
Company is a participant in mineral prospects 
developed by Borealis Exploration Limited. 
Borealis is active in mineral exploration through- 
out the Canadian Arctic and holds prospecting 
interests on Melville Peninsula and Baffin Island 
in the eastern Arctic and in the Hood River area 
near Coppermine in the District of Mackenzie. 
In addition, Borealis holds a 10% interest in 
United Canso’s Foxe Basin oil and gas permits. 


Borealis’ initial exploration was completed on 
the east and west Melville Peninsula iron ore 
deposits during 1970. Magnetite iron ore reserves 
in the western deposit are now estimated by 
Borealis’ consultants to consist of 2.6 billion long 
tons with grades ranging between 35% and 40% 


iron. The eastern deposits are estimated to con- 
tain 1.1 billion long tons of ore with grades of 
25% to 30% iron. 


A preliminary feasibility analysis, which would 
involve environmental, transportation and mar- 
keting studies as well as an evaluation of the 
engineering aspects of mine development, has 
been recommended. Development of the de- 
posits will depend in large measure on acquiring 
long-term contracts in world markets. Toward 
this end bulk ore samples have been shipped to 
major European and Japanese steel companies 
which have indicated interest in the Melville 
Peninsula ore bodies. 


In October 1970, United Canso exercised its 
right under its 1968 agreement with Borealis 
to acquire a 20% interest in the Melville Peninsula 
iron deposits. This interest was purchased at 
Borealis’ cost, which at the date of exercise 
amounted to approximately $78,250. 


A number of base metal showings discovered 
on Melville Peninsula in 1969 were investigated 
in detail during the past year. While none proved 
worthy of further examination, a favorable geo- 
logic environment for base metal deposits is 
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known to exist on Melville Peninsula, and it is 
anticipated that further prospecting will be car- 
ried out within this belt in future years. 


Exploration in the Hood River area during 
1970 yielded interesting assays of copper, silver, 
zinc and lead. Six areas warranting diamond 
drilling were outlined on the basis of detailed 
mapping and geophysics. Other areas were pro- 
ductive of geophysical anomalies which require 
further investigation. 


DEVELOPMENT AND PRODUCTION 
OIL 


The Company’s oil production for the year under 
review was 1,028,519 barrels before deduction 
of royalties. This is equivalent to an average 
daily rate of 2,818 barrels and represents an in- 
crease of approximately 1% over the prior year’s 
production. 


Development drilling during the year resulted 


FIVE-YEAR SUMMARY OF PRODUCTION 


Productive 
Wells 
Sept. 30, 1970 
OIL Gross Net 
Canada 
PAIDELt AG ee ne asec ore atte ce 290 1 pD 
British Columbia ...........-... 183 6.19 
Saskatchewan! @..c.sce ses esse 599 85.26 
phOtal. Canada”... <.0<¢06 0c 1,022 98.67 
WinitedpStatess cee ecis a ocn coe etio ene .02 
AUS rallagieer re ee a oieininccoes 15 
hotali Oillee osc oeeieecteres 1,024 98.84 
GAS 
Canada 
PRI Derta wee onc eivrie searee 47 10.19 
BritisheColumbiasere ees cee 81 1.09 
Saskatchewan. ....20--o00s occ 4s 52 19.08 
Total Canada ne seer 130 =380.86 
INTRTATER Aenean soon herd omsoocor 6 1.18 
Total'Gashene sc eee ecco: 186 31.54 
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Net Production (before Royalties) for 
Fiscal Year Ended September 30 


1970 1969 1968 1967 1966 
Oil (Barrels) 
63,056 58,693 58,245 65,154 66,432 
173,869 169,742 162,973 150,518 140,195 
791,594 789,734 843,406 770,352 712,524 
1,028,519 1,018,169 1,064,624 986,024 919,151 
1,028,519 1,018,169 1,064,624 986,024 919,151 
Gas (Thousand Cubic Feet) 

1,616,427 1,598,688 1,697,515 1,891,459 2,064,325 

411,710 410,651 471,900 449,106 290,916 
8,869,673 3,777,346 4,004,153 4,319,128 4,808,213 
5,897,810 5,786,685 6,173,568 6,659,693 7,163,454 
5,897,810 5,786,685 6,173,568 6,659,693 7,163,454 


=——al”_uwvuirrrv——_l C—O OOO CO lL Oa a aanajajaan>amnaawns = =e 


in the completion of nine new oilwells (1.70 net last year, when an average of 965 barrels per 


wells), which served to offset natural production day was produced. One new well ( United Canso 
declines. The accompanying tables show com- interest, 100%) was successfully completed in 
parative production levels during the past five July, with initial production at the rate of 35 
years, and also wells, gross and net, drilled dur- barrels per day. 


ing fiscal 1970. Unitization of the Elmore field in southeastern 


Waterflooding in the Smiley-Dewar field is Saskatchewan became effective December 1, 
resulting in a considerable amount of additional 1969. The Unit operator has completed the instal- 
recovery. The maximum production rate since lation of waterflood facilities and battery consoli- 
waterflooding began was reached in March of dation, and water injection began in November 


WELLS DRILLED- Year ended September 30, 1970 


Total Oil Wells Gas Wells Dry Holes 
Gross Net Gross Net Gross Net Gross Net 
EXPLORATORY 
Canada 
Albertatusay. ee ccs awison eee 5 1.758 _ — 1 125 4 1.633 
British: Columbia 2-6. .3.6. 4 0ee o ee 5 101 _ — 1 025 4 .076 
Manitoba tsi. ccs eee ore 1 .150 — — _ ~ 1 .150 
Saskatchewan .5..<26,0¢ sens son cae ae ul .150 — _ = — } .150 
Yukon and Northwest Territories ....... 8 513 — _ — ~ 8 513 
United States 
Wyomingdinagecccecace eine ee oie ] .016 1 .016 o - _ 
Australia 
Northern ferritoryene. oso eee oe 2 434 — _ 1 244 1 190 
Total Exploratory ................ 18 8.122 ik .016 3 .394 14 pay 
DEVELOPMENT 
Canada 
Britsh Columbia 2-0 cess he eee 4 .300 4 .300 — _ - _ 
Saskatchewan. .7csccn econ aee ee 6 2.397 5 1.397 _ - 1 1.000 
Total Development ............... 10 2.697 te) 1.697 _ - 1 1.000 
Grand Total acs cise Coe seen oe 28 5.819 10 1.718 8 394 15 3.712 
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1970. Since December 1969, three infill wells 
have been completed with excellent production 
potentials. Current Unit production rates aver- 
age 1,600 barrels of oil per day. United Canso’s 
9.94% interest in this Unit contributes 160 barrels 
per day to the Company’s total production. One 
oilwell in which United Canso owns an overrid- 
ing royalty was completed east of the Innes field 
in southeastern Saskatchewan. 


At Boundary Lake Unit No. 1 in northeastern 
British Columbia, the operator has begun a 12- 
well infill drilling program. The three wells 
drilled so far have increased production by ap- 
proximately 385 barrels per day. Current produc- 
tion is now about 10,400 barrels per day, and this 


ACREAGE SUMMARY 


Petroleum 
Canada 


Arctic Islands (Panarctic areas) ......0:.0.0--0008 
IHOXER DASIM arc ccettteretoi co, tee. ioe odhettecie «orient Nee siotiee 
WarkonicoNeWalerritories 4.5 cesses eee ee eee 
We SCOPE ANAC Any. On hast ale ced sta sien eee ents 8 


Australia 


INorthernwl erritory: 2 acc-cccs ee cece ete aa tates 
UCC SIAN Met ant hice s Satie ta aes oe ae ee eres 


Venezuela (Overriding Royalty) 
Total Petrole win \..0s se semen cists oe ce aes 


Minerals 


PAUStralike fo oe ee EE Eee ee 
Ganadac (2s ance ee Reo er eee ee 


(1) Subject to 50% reduction under Exploration Agreement with Beaver Exploration Limited N.L., et al. 


32,924,846 


34,431,380 


Gross Acres Net Acres 
September 30 September 30 

1970 1969 1970 1969 
6,814,030 6,814,030 8,263,994 8,263,994 
2,984,487 2,984,487 2,686,038 2,686,038 
863,143 883,143 668,279 668,279 
1,330,897 1,416,824 229,964 253,242 
26,130 26,130 13,610 26,180 

810,217 — 77,554 — 
957,512 957,512 239,378 239,378 
173,489 176,529 76,533 67,530 
12,693,120 12,693,120 8,937,483 8,937,483 

4,318,600 5,036,800 407,384(1) 501,146(1) 

21,000 21,000 —_ _ 
80,487,625 31,009,575 11,600,217 11,643,220 
1,864,320 8,421,805 252,576 417,510 

572,901 _ 22,456 — 
2,437,221 8,421,805 275,032 417,510 
11,875,249 12,060,730 


(2) Held through the Company’s 4.19% stock interest in Borealis Exploration Limited. The Company acquired in 
October 1970 a 20% interest in the Melville Peninsula iron ore prospect and has the right to acquire up to a 20% interest 


in any other prospects developed by Borealis Exploration Limited prior to April 1, 1972. 
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rate is expected to increase to 12,000 barrels per 
day upon completion of the drilling program. 
There is the possibility that further infill drilling 
in areas of good productivity will be commenced 
at a later date. United Canso has a 4.65% interest 
in the Unit. 


In the Cold Lake steamflood project a succes- 
sion of technical difficulties prevented attain- 
ment of full steam injection rates. Certain modi- 
fications, particularly to the water supply and 
water disposal systems, have been made and 
steam injection has recently approached its full 
design rate. With winterization of the water sup- 
ply system, storage and treaters, it is now hoped 
to maintain full steam injection through the 
winter, in which case it should be possible to 
obtain meaningful results from the experiment 
during the next 12 months. It must be empha- 
sized that the Cold Lake project is purely experi- 
mental, and many problems remain to be solved 
before it can be determined whether commercial 
oil production will prove feasible. 


GAS 


The Company’s gas production for the year was 
5.9 billion cubic feet, an approximate 2% increase 
over the prior year. Part of the production in- 
crease resulted from an improvement in com- 
pressor facilities in the South Sibbald Unit. 


In the Coleville Unit, United Canso is making 
application for the inclusion of an additional 
half-section now believed to have underlying 
produceable gas reserves which will serve to 
increase United Canso’s share of Unit production, 
which is presently 26.29%. 
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FINANCIAL 


REVENUES 


Revenues for the fiscal year ended September 
80, 1970 amounted to $3,064,515, an increase of 
$163,831 over the previous year. Improved oil 
and gas income from Smiley, Elmore-Workman, 
Boundary Lake, Coleville and South Sibbald, 
partially offset by decreases from Willmar and 
Innes, accounted for a net gain of $92,027. 
Royalty income was substantially unchanged, 
while interest income showed an increase of 
$71,349. This latter increase was attributable to 
higher interest rates prevailing throughout most 
of the year, and to more funds being available 
for investment. 


COSTS AND EXPENSES 


Geological and geophysical costs, amounting to 
$155,979, were $54,301 above the prior year, the 
increase representing higher seismic expendi- 
tures on northern land holdings. 


Dry hole and abandonment costs for the year 
amounted to $538,840, compared with costs of 
$411,241 during fiscal 1969. Abandonment of cer- 
tain mineral projects in Australia resulted in a 
further charge against income of $91,545 during 
fiscal 1970. 


WORKING CAPITAL 


Working capital at September 30, 1970 amounted 
to $3,562,536, an increase of $664,784 over the 
prior year. Most of the increase is in the form 
of bank deposit receipts which, with related ac- 
crued interest, amounted to $3,185,324 at the 
fiscal year end. 


AUDITORS’ REPORT 


The Board of Directors and Shareholders 


UNITED Canso Orn & Gas LTp. 


We have examined the accompanying consolidated balance sheets of United Canso Oil & Gas 
Ltd. at September 30, 1970 and 1969 and the related consolidated statements of income and 
accumulated deficit, of capital stock and capital in excess of par value and of source and disposi- 
tion of working capital for the years then ended. Our examinations were made in accordance 
with generally accepted auditing standards, and accordingly included such tests of the accounting 
records and such other auditing procedures as we considered necessary in the circumstances. 


In our opinion, subject to such adjustment as would result from failure to realize in the 
future the amounts at which investments and advances and nonproducing property and equip- 
ment are carried in the consolidated balance sheets (see Note 1), the statements mentioned 
above present fairly the consolidated financial position of United Canso Oil & Gas Ltd. at Sep- 
tember 30, 1970 and 1969 and the consolidated results of its operations and the source and 
disposition of its consolidated working capital for the years then ended, in conformity with gen- 
erally accepted accounting principles applied on a consistent basis during the period. 


ARTHUR YOUNG, CLARKSON, GORDON & Co. 


New York, N.Y. 
December 18, 1970 
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UNITED CANSO OIL & GAS LTD. (A Canadian corporation) 


CONSOLIDATED BALANCE SHEET 


(Expressed in Canadian dollars) 
September 30, 1970 and 1969 


ASSETS 


Current assets: 
Gash= ye cAcn ee ei ae EE aa Ser mers EC Tee er nen CCD BEL GeO) GD CADIS 
Bank deposit receipts and ‘accrued interest v2.7 3. 6 a5: steers vie wists ws slate vers « vveioteews 
Accounts: receivab ler ae eee etre ee ere eee ee tan rene aes 
Refindable deposits: 1. 5 esos ce ree rae rte eee ee ae ene ect cee 
Prepaid expenses'and other assets .4.% 5. ce sccm anes een ange memaes fel cig eee eer 


‘otal -current Assets keeles oe eee eee ie CR re eRe 


Investments and advances: 
Australian companies: 


United Canso Oil & Gas Co. (N.T.) Pty. Ltd., 40% of capital stock, at equity 
($256;911") Sand vadvances me comet omnes een eee a eter ere 


Magellan Petroleum (N.T.) Pty. Ltd., 30% of capital stock, at equity ($734,433 
and $566,400, respectively ), and advances ..........cccccccccccscseess 


Magellan Petroleum (Qld.) Pty. Ltd., 20% of capital stock, at equity 
($113:076) Sandadvanceés = ts5 hs2 aoe ee ee ee ee 


Borealis Exploration Limited, at cost: 


8% unsecured debentures, maturing March 31, 1978—interest accruing thereon 
attereMarch) G11 O73 kak, ae. cotter Oe ee ee rene 


4.19% and 5.36% of common stock, respectively ...............000000eeeeee 
Smiley Gas Conservation Limited, 26% of capital stock, at cost, and 5% demand 
notes of $52,000 
Property and equipment: 
Oil and gas interests, at cost or less: 
Producing (less depletion of $3,334,789 and $3,204,902, respectively)...... 


Nonproducing: 
Canada 


eee ewe ere eer eee ere eee eer eer ese reese eee seeree reese esseeseseesesene 


a 


©) OKO; 16 <0: 01. e wei 0. 10).9).4) 6 ee © 6) ene e) @, ele).016) ¢ ele: el nls «) 6 0 elle 6/6) 0) ane evel (e\ «| 69)! avlelce) 


Venezuela (less amortization of $59,538 and $44,653, respectively) .... 


Well costs and gathering systems, at cost: 


Producing (less depreciation and amortization of $5,232,328 and $4,960,888, 
respectively) s6e ei cas coe eee er ee ee A Tee 


In process and standing (not presently producing) : 
Cold Lake area 
Others sade trae stg ten Se aie tetaichern Costas cater ts ti NPS Girects har see cg OR 


Land, buildings and equipment, at cost (less depreciation of $168,984 and 
$184,774, respectively ) 


Cr 


eee eee eee eer e eee er eee ees eeer sees oer eeeeeeseereseeeeseee 


The accompanying notes are an integral part of this statement. 
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1970 1969 
$ 146,092 $ 94,770 
8,135,324 2,632,460 
417,338 377,142 
50,174 69,770 
50,099 91,316 
8,799,027 3,265,458 
639,654 612,888 
1,269,055 1,283,179 
132,473 130,277 
2,041,182 2,026,344 
225,000 225,000 
84,000 84,000 
52,260 52,260 
1,547,841 1,704,138 
1,845,770 1,951,675 
384,186 402,264 
200,939 215,824 
2,430,895 2,569,763 
2,712,868 2,873,997 
790,095 656,420 
264,076 348,539 
39,233 45,101 


$13,986,477 $13,851,020 


LIABILITIES AND CAPITAL 


1970 
Current liabilities: 
Accounts payable and accrued liabilities: 
TERS LE chespaec Baty ICRA CRANG Co ROR ER STAC GRC CC CR eo PUES OCU Iris NONE amr eee orang Walled 6 Rabe Soe $ 224.448 
nce Catawba COrporatiOnik ste toc tate tes hime eiite Saeed salen ceo OS 12,043 
NAGE ANU E CLrOLCUIIT® COFPOLALLOU! Pe iaee cere oiehaee oes cs cholo rete Aira ree. w Sie Gre PRICE _ 
Note payable:to Borealis Exploration Limited .. ...........0.ccccesscceescseeceus = 
Motalecurrenteliabilitiesme cme ae eae oa ee ne eee eae 236,491 
iDyeleerantexal, SURG ALE Sela OB ROSIN EO ORE NOS OURS HEE ARTA RSE ae 52,650 
Capital: 
Capital stock, par value $1 per share: 
Authorized—8,000,000 shares 
Outstanding—5,698,644 and 5,698,628 shares, respectively ................. 5,698,644 
amital il CXCeSs OF, DAL VANIe: a sraxsieialersiareianes a's yoie-trale. ovvhousrelo, cays) stolehviavarsia sible ater ael 152176383 
20,916,027 
PN CCUITIUIALCOR CEH CIE cticco eon eer eee deo eee ee re rece 7,218,691 
13,697,336 
Commitments and contingent liabilities ( Note 3) 
$13,986,477 


On behalf of the Board: 
s/s Joun W. Buck ey, Director 


s/s RoLAND J. RicHarpson, Director 


My, 


1969 


$ 225,894 
12,634 
54,178 


75,000 


367,706 


76,397 


5,698,628 
15,217,327 


20,915,955 


7,509,038 


13,406,917 


$13,851,020 


UNITED CANSO OIL & GAS LTD. (A Canadian corporation) 


CONSOLIDATED STATEMENT OF INCOME 
AND ACCUMULATED DEFICIT 


(Expressed in Canadian dollars) 
Years ended September 30, 1970 and 1969 


Revenues: 
Oilisales: +. serosa estes wrs BEETS Ses hier © Sees NOs Tee nena er are Re heer s sik oot 
Gas tsales shee ee cacti 5 5 sia Re cea SIR OO Oe Tae toes rere el oa onene eae ee Lere teen 
ROyalties ssicadaS ceils Sete COR e ovis wes a ava Re Te ee Te ee orice etcetera 


Interest-and: miscellaneous) cccic hers coterie ie eae ee eae Cio eee ernie 


Costs and expenses: 
Geological and’ eophysical costs) << 2.:iso5 on ce sents less pare Stearate teres siete ate 
Lease and permit rentals. ¢.. degen ae ae ee 
Produiction: GOsts'sigacvg Sica a atecte Sele = cele cee AE ei ote ee aa aan ete citadel ale 
Depletion ‘and amortization ’....csscas ees sco ss otis meme ee eee te ne eld crete aia 
Depreciation, «crs ees ererceie eet Teta sok. 6 Saree IOS LOIS cera rer oe eee enero 
Drysholesrand:abandonments*.ss0 eee he ee ree eee 
Gain‘on sales/of property and. equipment)... 1.12 ser see eee eae 
General and:administrative ‘expenses ..:lo.ccretec oe etre eine te ore eet ree ee 


Adjustment of investment in the Australian companies to equity in net assets at 
ENCE ORV OAT 3.0 rea, si5 Gite te ee Sew eo de PN Te OE ae ee er reg 


Nt in COnes <5 revere pete caoscee ee aes cave eee ais wie so a oda tetera toe a rat ore ater POM aT Ca tokae one enna 
Accumulated deficit at beginning of year 


eo eee eee eee eee eorerereesesresrereseereereeeresroeeos 


Accumulated deficit at end of year 


CC 


Net income per share based on average number of shares outstanding during the year 


The accompanying notes are an integral part of this statement. 
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1970 


$2,123,685 
611,777 
84,770 
244,283 
3,064,515 


155,979 
157,261 
663,545 
444,394 
165,839 
538,840 
(7,487) 
564,322 


91,545 


2,774,168 


290,347 
7,509,038 


$7,218,691 


$.05 


1969 


$2,072,211 
571,224 
84,315 
172,934 
2,900,684 


101,678 
128,744 
667,829 
461,927 
167,674 
411,241 
(9,551) 
528,592 


2,458,134 


442.550 
7,951,588 


$7,509,038 
$.08 


UNITED CANSO OIL & GAS LTD. (A Canadian corporation) 


CONSOLIDATED STATEMENT OF CAPITAL STOCK 
AND CAPITAL IN EXCESS OF PAR VALUE 


(Expressed in Canadian dollars) 
Years ended September 30, 1969 and 1970 


Number 

of shares 

malance at September:S0, 1968 ....5.2.beccccccceoesess 5,539,847 

Proceeds from exercise of stock purchase warrants 149,706 

Proceeds from exercise of stock options ........... 9,075 
Expenses applicable to issuance of shares for ac- 
quisition of interest in Alaska in fiscal 1968 .... 

Balance at September 80, 1969 ...............00ce000: 5,698,628 

Proceeds from exercise of stock purchase warrants 16 

ealance at September 30, 1970 .. 2.6... ssceccecsienses 5,698,644 


The accompanying notes are an integral part of this statement. 
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Capital 
stock, $1 
par value 


$5,539,847 
149,706 
9,075 


5,698,628 


16 


$5,698,644 


Capital in 
excess of 
par value 


$14,751,859 
425,190 
45,375 


(5,097 ) 


15,217,327 


56 


$15,217,383 


Total 


$20,291,706 
574,896 
54,450 


(5,097 ) 


20,915,955 


72 


$20,916,027 


UNITED CANSO OIL & GAS LTD. (A Canadian corporation) 


CONSOLIDATED STATEMENT OF SOURCE 
AND DISPOSITION OF WORKING CAPITAL 


(Expressed in Canadian dollars) 
Years ended September 30, 1970 and 1969 


19701969 
Source of working capital: 

Net sin COme =: siae bets Seo od Sine les aeta en he eee eee eee CTS eee $ 290,347 $ 442,550 

Charges against income not involving working capital during the current year: 
Depletion and amortization’ ./:s.<.2% «sao sesc ie on nite one eee eae 444,324 461,927 
Depreciation e:siw sieissw akess costs See opera ols siete g Nee eee Toe eer ere 165,839 167,674 
Sales, retirements and abandonments of property and equipment .......... 451,712 873,378 
Increase) (decrease) in deterred income wee eerie etree iecieieerectere (28,747) 76,397 
Sales of capital stock less'related expenses) 44/4. ccs css sae nee ee ie 72 624,249 


1,328,547 2,146,175 


Disposition of working capital: 


Additions. to property and equipment: 2... ..<. soeeseaee eee eae on ee eee 648,925 1,082,638 
Increase in investments in and advances to the Australian companies ............ 14,838 485,896 
Investmentansborealiselxplorationslaimitedanses ieee ane eee are = 84,000 
Decrease in long-term note payable to Borealis Exploration Limited ............ — 75,000 


663,763 1,727,534 


Increase:in’ working capital %. ve eaccet es katt ona ee eit Cd ree 664,784 418,641 
Working’ capital at: beginning ofiyear serene hice cee nee ei ee eee 2,897,752 2,479,111 
Working capitalatiénd: of year ooeee soso ee Cees Oe ee $3,562,536 $2,897,752 


The accompanying notes are an integral part of this statement. 
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UNITED CANSO OIL & GAS LTD. 


NOTES TO FINANCIAL STATEMENTS 
September 30, 1970 


1. Basis of the financial statements 


The accompanying consolidated financial statements include the accounts of United Canso Oil & Gas Ltd. 
(United Canso) and its wholly-owned U. S. subsidiary, Canso Oil & Gas, Inc. (Canso Oil & Gas), hereafter referred 
to collectively as the Company. The accounts of Canso Oil & Gas have been translated into Canadian dollars at appro- 
priate rates of exchange. 


Realization of investments and advances (see Note 2) and of the investment in nonproducing property and 
equipment is dependent upon future developments, since the properties represented by these assets are substantially 
unexplored or undeveloped. 


2. Investments and advances 


United Canso acquired a substantial portion of its interest in the Australian companies from Magellan Petroleum 
Corporation (Magellan) in September 1963. A substantial interest in the Australian companies is held (directly or 
indirectly ) by Magellan and Pantepec International, Inc. 


The Australian companies have interests in petroleum and mineral exploration concessions and permits through- 
out Australia where exploratory activities are in progress. In connection with these activities, the Australian com- 
panies have entered into agreements with various companies covering exploration of certain property interests held. 
Under these agreements the various companies have earned or may earn up to a 50% working interest in such 
property interests. 


During the year ended September 30, 1970, certain Australian mineral interests were abandoned, resulting in a 
reduction of $91,545 in United Canso’s equity in the net assets of the Australian companies. United Canso’s equity in 
the combined net assets (adjusted to cost) of the Australian companies was $1,104,420 at September 30, 1970. These 
net assets consist primarily of deferred drilling, geological, geophysical and administrative costs. 


In May 1968, the Company and Canada Southern Petroleum Ltd. (Canada Southern) entered into an agree- 
ment, subsequently amended, with Catawba International, Inc., a subsidiary of The Catawba Corporation, which 
was acting on behalf of a new company, Borealis Exploration Limited (Borealis), then being organized for the 
purpose of engaging in mineral exploration in northern Canada. The Company agreed to advance $225,000 in cash 
over a three-year period to Borealis, in exchange for $225,000 face amount of Borealis 8% debentures, maturing March 
31, 1978, together with certain options, including the option to acquire, at cost, a 20% direct interest in any prospects 
developed by Borealis prior to March 31, 1972 or until work to prove a prospect is commenced, whichever first occurs. 
The Company and Canada Southern each has the right to take up any unexercised portion of the other’s option to 
acquire such direct interest. In October 1970, the Company acquired through option exercise a 20% direct interest 
in certain Melville Peninsula mining claims by agreeing to pay Borealis approximately $78,250. Borealis, in consider- 
ation of the Company’s agreeing to forego interest for the period ending March 31, 1973 and agreeing to join with 
Canada Southern in maintaining Borealis’ books and records at the Company’s and Canada Southern’s expense for 
the period ending March 31, 1972, issued to the Company 90,000 fully-paid and nonassessable shares of its common 
stock. These shares were valued at $84,000, based on the above-mentioned considerations, which amount has been 
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UNITED CANSO OIL & GAS LTD. 


NOTES TO FINANCIAL STATEMENTS—continued 
September 30, 1970 


treated as deferred income in the accompanying consolidated financial statements, of which amount $20,100 ($11,250 
in fiscal 1969) was taken into income during the year ended September 30, 1970. At September 30,1970, the Company’s 
equity in net assets of Borealis was $30,930. These net assets consist primarily of deferred exploratory and administra- 
tive costs. 


3. Property and equipment 


On August 27, 1968, the Company, through its subsidiary, Canso Oil & Gas, agreed to purchase a 25% interest 
in filings for federal leases on approximately 957,512 gross acres (239,378 net acres) in the State of Alaska. Initial 
consideration of $1.00 (U. S.) per net acre was paid by the issuance of 42,596 shares of the Company’s capital stock. 
Within three years of August 27, 1968, an additional $3.00 (U.S.) per net acre is payable in cash or shares of the 
Company’s capital stock at the election of the Company, or the Company may elect to assign to the original lease 
applicants a net profits interest of 25% of the Company’s interest in the leases issued. The Company will be reimbursed 
at the rate of $.50 (U.S.) per acre, or equivalent stock, for each net acre for which leases are not issued. 


United Canso’s interest in a concession in Venezuela was acquired from Pancoastal, Inc. in 1961. Currently, 
United Canso’s interest consists of a 50% interest in a sliding-scale royalty ranging from 3¢ to 8¢ per barrel on 50% 
of the gross production in excess of 5,000 barrels per day from a concession. The cost of United Canso’s interest is 
being amortized over the remaining period of the concession rights, which expire in 1984. 


The Company has agreed to contribute to the cost of two pilot steamflood projects to earn 74% interests in prop- 
erties located in the Cold Lake area of Alberta. The Company also has a 15% interest in a proposed third steamflood 
project. 


Depletion is computed by the unit-of-production method applied to the amounts assigned to the producing 
portion of interests retained in each original permit area. Depreciation of well equipment and amortization of 
intangible drilling costs are computed by the unit-of-production method based on estimated reserves available to 
all existing wells in each field. Depreciation of buildings and equipment is provided on the straight-line method 
at rates based on the estimated useful lives of the various classes of assets. The net cost of abandoned wells which 
had previously been producing is charged against the accumulated depreciation and amortization account of the 
remaining wells in the producing area. 


Lease rentals, work requirements and drilling commitments in connection with properties and property interests 
held by the Company at September 30, 1970 approximate $550,000 for the year ending September 30, 1971. 


At September 30, 1970, United Canso had issued notes aggregating $257,253 to the Government of Canada 
because of uncompleted work requirements on various permits. These notes have been excluded from the accompany- 
ing consolidated financial statements, since they will be cancelled by the Government upon the completion of these 
work requirements. 


4. Income taxes 


For Canadian federal income tax purposes, United Canso is entitled to claim drilling, exploration and lease 
acquisition costs and capital cost allowances (depreciation) in amounts which exceed the related depletion, amortiza- 
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UNITED CANSO OIL & GAS LTD. 


NOTES TO FINANCIAL STATEMENTS—continued 
September 30, 1970 


tion and depreciation provisions reflected in the accounts. As a result, no Canadian income taxes are payable 
in respect of income reported for fiscal 1970 or 1969, and accumulated expenditures remain to be carried forward 
and applied against future taxable income as follows: 


September 30, 
1970 1969 
Drilling, exploration and lease acquisition costs ..............0ceeeeees $11,270,000 $11,865,000 
RinictepreClated CADICAM COSL anal tc ehlacis tahoe as: oc ve easing sly ae Fetes exe 1,524,000 1,375,000 


The Canadian Institute of Chartered Accountants recommends that for all fiscal years commencing on or 
after January 1, 1968, the tax allocation basis of accounting be used for all differences in the timing of deductions 
for tax and accounting purposes. However, it is not general practice in the oil and gas industry in Canada to 
require tax allocation accounting with respect to timing differences for drilling, exploration and lease acquisition 
costs. The American Institute of Certified Public Accountants does not, at the present time, require tax allocaion 
accounting with respect to intangible development costs in the oil and gas industry. Accordingly, no provision has 
been made in the accounts of United Canso for income taxes deferred with respect to timing differences involving 
such costs. With respect to depreciation, the amounts provided in the accounts to September 30, 1970 have exceeded 
the capital cost allowances claimed for income tax purposes. 


If the tax allocation basis had been followed for all timing differences between taxable income and reported 
income, during 1970 deferred income taxes of $166,000 ($181,000 in fiscal 1969) would have been provided and 
net income for the year would have been reduced accordingly. However, on a cumulative basis to September 30, 1970, 
the amounts charged in the accounts have exceeded those claimed for income tax purposes. 


5. The Catawba Corporation 


United Canso’s current (expiring April 1974) and prior contracts for financial, technical and other services with 
The Catawba Corporation (Catawba) have provided for payments based on services rendered and the granting of 
a 1/64th overriding royalty on all properties acquired by United Canso during the term of the contract. The 
contracts also have provided for special compensation for services rendered not contemplated under the contracts. 
During the year ended September 30, 1970, the Company was charged $123,521 ($132,959 in fiscal 1969) under 
this contract. Catawba provides similar services to the Australian companies, Borealis Exploration Limited, Magellan 
Petroleum Corporation, Pantepec International, Inc., Pancoastal, Inc., and Canada Southern Petroleum Ltd. Certain 
of the stockholders, officers and employees of Catawba are directors, officers and/or shareholders of United Canso and 
of the other companies mentioned above. 


6. Capital, stock purchase warrants, and stock options and reservations 


At September 30, 1970, there were stock purchase warrants outstanding for the purchase of 248,800 shares of 
the Company’s capital stock. These warrants entitle the holder to purchase shares of the Company's capital stock 
at a price of $4.50 for each share purchased on or before March 31, 1971 and $5.25 per share from April 1, 1971 to 
March 30, 1972. During the two years ended September 30, 1970, warrants to purchase 149,722 shares were exercised 


with proceeds to the Company of $574,968. 
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On January 9, 1968, the Company’s shareholders approved an incentive stock option plan authorizing the Board 
of Directors to grant options on 225,000 shares of the Company’s capital stock. Under this plan, on January 12, 
1968, options to purchase shares were granted to The Catawba Corporation for 100,000 shares and to employees for 
115,000 shares at an option price of $6.00 per share. The market price at date of grant was $5.76 per share. 
Options to purchase 7,500 shares at an option price of $9.50 per share were granted to an employee on May 23, 
1969. The market price at date of grant was $9.43. The options vest and become exercisable to the extent of 35% 
beginning on the first anniversary of the date of grant, an additional 35% beginning on the second anniversary of the 
date of grant and the remaining 30% beginning on the third anniversary of the date of grant. All options granted have 
a five-year term. 


During the year ended September 30, 1969, employees and an assignee of Catawba exercised options on 9,075 
shares at $6.00 per share, an aggregate of $54,450, as compared with market prices ranging from $9.02 to $12.13 
per share, an aggregate of $96,570, on the dates of exercise. Employee options on 13,650 shares expired without 
exercise due to termination of employment during the year ended September 30, 1969. 


At September 30, 1970, there were options outstanding to purchase 199,775 shares of which 136,700 were exer- 
cisable. In addition, there were 26,150 shares reserved for future option grants at September 30, 1970. There were 
no other changes in stock options during the two years ended September 30, 1970. 


The Company’s by-law No. 6 provides that no person (as defined in such by-law ) shall vote more than 1,000 shares. 


7. Allocated expenses and compensation 


Certain employees and office facilities are shared with Canada Southern Petrolum Ltd. and certain of the 
costs and expenses represent allocated portions of common expenses. Compensation of directors and senior officers, 
including contributions to a pension plan on their behalf, allocated to or paid directly by United Canso during the year 
ended September 30, 1970 amounted to $148,633 ($138,356 in fiscal 1969). 


24 


Hie 
rn ee ee 


wr 


ligt iste mew 


Saeki 
tin ieee 


United Canso Oil & Gas Ltd. 
Annual Report 1970 


<> 


